Profitabilnost mljekarske industrije u Sloveniji, Hrvatskoj i Srbiji by Saša Muminović & Vladan Pavlović
96 S. MUMINOVIĆ et al.: Profitability of diary industry, Mljekarstvo 62 (2), 96-110 (2012)
*Corresponding author/Dopisni autor: Phone/Tel.: + 386 31 306 258; E-mail: sasa.muminovic@aquafil.com
JEL classification: G31, G32, Q14 
Review - Pregledni rad UDK: 65.011.4
Profitability of Dairy Industry in Slovenia, Croatia and Serbia 
Saša Muminović1, Vladan Pavlović2
1Julon, d.d., Ljubljana, Slovenia, Member of the Aquafil Group, 
Letališka cesta 15, 1000 Ljubljana, Slovenia
2Megatrend University, Graduate School of Business Studies, 
Goce Delceva 8, 11070 Belgrade, Serbia
Received - Prispjelo: 20.04.2012.
Accepted - Prihvaćeno: 24.05.2012.
Summary
 EU membership status strongly affects the profitability of dairy industry. With the EU acces-
sion, the relations between farmers and the dairy industry are changing. In addition to this, the dairy 
industry itself will be exposed to foreign competition.  Depending on the current relations, pace and 
intensity of this change will depend also on the effects of the EU accession for the dairy industry. 
However, the Serbian dairy industry will be challenged in the future by the accession to the EU, as 
is Croatian dairy industry at the moment. This process has been concluded for the Slovenian dairy 
industry. Dairy industry in Serbia is more profitable than the Slovenian and Croatian dairy industry, 
despite comparatively worse conditions of the business environment. The profitability of dairy in-
dustry in Serbia is a consequence of high prices, lower production costs and lack of EU legislative 
regarding competition and free market. In all three countries under observation, there is the domi-
nant influence of the leading companies. Consolidated data suggest that market leaders are regional 
players that greatly exceed national boundaries.
 Key words: dairy industry, profitability analysis, comparative analysis, EU accession
Introduction
 Despite the high growth of dairy industry in 
South America and New Zealand, Europe is still the 
largest exporter of dairy products in the world, even 
when trade within the EU is excluded. According 
to the FAO (Grbić et al., 2010) the consumption 
of milk measured by milk equivalent in developed 
countries has stabilized. The EU’s consumption of 
milk per capita in 1990 was 363 litres, and in 2007 
was 382 litres, while in the U.S. for the same years, 
consumption per capita was 274 liters and 295 lit-
ers respectively. Dairy companies are getting larger 
and the resulting gains from economies of scale have 
increased their profit margins. Between the years 
2000 and 2003, the average size of large businesses 
decreased; but in the last five years, the trend was 
reversed and large EU dairy companies have grown 
year by year. The growth was driven by the merg-
ers and acquisitions activity (Tacken et al., 2009). 
These activities - mergers and acquisitions - are also 
characteristic for dairy industry in Croatia and Ser-
bia. Foreign investors, as well as domestic ones, rec-
ognized the dairy industry potential. Not only some 
market leaders, but also other dairy companies have 
been taken over by foreign companies. Moreover, 
some dairy companies enlarged their business by 
acquiring dairies in neighbouring countries.
 The aim of this research is to establish relation-
ship between EU accession process and profitability 
of dairy industry in Slovenia, Croatia and Serbia.
Materials and Methods
 The research focus addressed in this paper is to 
compare profitability and perspective of dairy indus-
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try in Serbia, Croatia and Slovenia, and to identify 
their causes.
 The basis of the research are financial state-
ments published on Stock Exchanges’ web pages, 
Serbian Business Registers Agency (SBRA), financial 
internet tool involving registers and data records Ar-
temis (Croatia) and financial internet database Ibon 
(Slovenia).
 The unit of analysis is a nonconsolidated finan-
cial statement. It has been used with the aim to as-
sess not only the state of each company but also of 
the dairy industry in each of the three countries. 
Separately, the subjects of analysis have been con-
solidated financial statements of the market leaders 
because of their size and cross-border business.
 In each compared country the subject of anal-
ysis is the market leader (Ljubljanske Mlekarne in 
Slovenia, Dukat in Croatia and Imlek in Serbia), its 
consolidated data, but also some additional compa-
nies in order to create a broader picture of the dairy 
industry in a particular country. Selected companies 
employ altogether approximately 8,300 workers 
- 3,400 in Croatia, 1,000 in Slovenia and 3,900 in 
Serbia, so they must be seen as significant for lo-
cal economies. Representativeness of the sample 
confirms the fact that it covers over 90 % of total 
assets, added value, EBITDA (Earnings Before Inter-
est, Taxes, Depreciation, and Amortization) and net 
results of the companies that are categorized in the 
dairy industry of these countries.
 For dairy industry representatives in Slov-
enia, the following companies have been analysed: 
Ljubljanske mlekarne, Mlekarna Celeia (Celje), 
Pomurske mlekarne (Murska Sobota) and Mlekarna 
Planika (Kobarid).
 In Croatia, a few more companies were chosen, 
namely: Dukat Zagreb, Vindija Varaždin, Meggle - 
Hrvatska Osijek, Zdenka - mliječni proizvodi, KIM 
Mljekara Karlovac (as the biggest five), then MILS 
Mljekara Split, Ludbreška mljekara Antun Bohnec, 
Mini mljekara Veronika, Euro Milk Bedenica, 
Mljekara Staro Petrovo selo, Mljekara Latus Žmilj, 
Križevačka mljekara Zagreb and Mljekara Vodopi-
jevec Sv. Ivan Zelina.
 The research sample from Serbia consists of the 
following companies: Imlek, Mlekara Šabac, Som-
boled, Mlekara Subotica, Mlekoprodukt Zrenjanin 
(as the biggest five), then, Niška mlekara, Mlekara 
Mladost Kragujevac, Milkop Raška, Kuč-Company 
Kragujevac, Mlekara Granice Mladenovac, Kikind-
ska industija mleka, Mlekara Lazar Blace, Valletta 
Kotraža, Mlekara Plana, Mlekara Loznica and Mle-
kara Leskovac.
 It is important to take into consideration that 
for some of above listed companies, dairy business in 
not their core business. Therefore, they are not con-
sidered to be market leaders in their country, even 
if their financial data outperforms the data of the 
chosen market leader.
Business environment in Slovenia, Croatia and 
Serbia - country background
 Selected countries have common heritage. 
They were all part of the same country - Yugoslavia 
- until 20 years ago. However, today there are some 
political differences: Slovenia is a member of the EU 
and Euro zone; Croatia has finished negotiation and 
will become EU member on July 1st 2013, whereas 
Serbia is currently a potential candidate country. 
Demographic data also show differences in the re-
search sample. Taking into account the number of 
inhabitants, Serbia is the largest with approximately 
eight million, followed by Croatia with more than 
four million, and the smallest is Slovenia with close 
to two million inhabitants. 
 Economic data show the greatest differences 
among the selected countries. Inflation is an impor-
tant part of the business environment, showing the 
rate at which the general level of prices for goods 
and services is rising, and, subsequently, purchasing 
power is falling. According to the EUROSTAT and 
National Bank of Serbia, the annual rate of inflation 
in Slovenia in 2008 was 5.5 %, compared to 3.3 % in 
the EU, 5.8 % in Croatia and 8.6 % in Serbia. In the 
following year, 2009, the annual rate of inflation in 
Slovenia was 0.9 %, compared to 0.3 % in the EU, 
2.2% in Croatia and 6.6 % in Serbia.
 Among economic indicators real GDP is the one 
that says the most about the health of the economy. 
The general consensus is that 2.5-3.5 % per year 
growth in real GDP is the range of best overall ben-
efit; enough to provide for corporate profit and jobs 
growth yet moderate enough to not incite undue in-
flationary concerns. Since GDP growth remains the 
single most conclusive piece of information on the 
economy as a whole, a research provides an insight 
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into this category as well. In 2008, real GDP growth 
in the EU zone was 0.4 %, followed by negative -4.1 
% in 2009. Due to the economic crisis, similar trend 
was also observed in Slovenia (3.7 % in 2008 and -8.1 
% in 2009), Croatia (2.4 % in 2008 and -5.8 % in 
2009) and Serbia (3.8 % in 2008 and -3.5 % in 2009).
 Since GDP per capita is especially useful when 
comparing one country to another, showing the rela-
tive performance of the countries, this indicator was 
analyzed as well. A rise in per capita GDP signals 
growth in the economy and tends to translate as 
an increase in productivity. Considering GDP per 
capita, in 2009, as an indicator of standard of liv-
ing in each country, the highest is in Slovenia 27,600 
USD/pc, then in Croatia 17,500 USD/pc and the 
lowest is in Serbia 10,600 USD/pc. 
 Considering the measure of economic freedom, 
published by The Wall Street Journal and The Herit-
age Foundation, as measured by Index of Economic 
Freedom, Slovenia has been evaluated as Moderately 
free and Croatia and Serbia as Mostly unfree coun-
tries.
Dairy industry in Slovenia, Croatia and Serbia - 
industry background
 The importance of dairy industry for national 
or regional economy is quite significant. However, 
for global economy this significance is limited by the 
fact that most milk products are consumed in the 
region where they are produced. The Opinion of the 
European Economic and Social Committee (2010) 
shows that around 8 % of global dairy production is 
traded on the world market. Small change in global 
production can therefore have a significant influence 
on the world market. (A 2 % gap between global 
production and global consumption is the equivalent 
to about 25 % of the world dairy market trade). Also 
it was proved (Kandžija and Donadić, 2009) that 
international agricultural trade is not a relevant fac-
tor of the global economic growth, but does to some 
extent, however, exert its impact. 
 
Dairy industry in Slovenia
 Ljubljanske mlekarne is by far the largest dairy 
company in Slovenia. Annually it processes about 
200 million litres of milk, which represents about 
50 % of total buy-out of milk in the country. Other 
important buyers are Mlekarne Celeia (about 25 %) 
and Pomurske mlekarne (about 16 %), followed by 
others (about 9 %). 2008 and 2009 were years of 
stagnation in milk production and dairy products 
(except cheese) in the whole EU. Within the re-
searched sample of dairies in Slovenia, the market 
leader Ljubljanske mlekarne has a 50 % market share 
in Slovenia according to the three criteria: total rev-
enue, operating result and net result. Taking the fact 
that it “only” employs 30 % of total workforce of 
Slovenian dairy industry into account, we can say 
that it is a dairy company with higher productiv-
ity than industry average. (Table 2). Today in the 
dairy farming association GIZ (Gospodarsko inter-
esno združenje mlekarstva Slovenije) there are seven 
dairies affiliated: Ljubljanske mlekarne, Mlekarne 
Celeia, Celje, Pomurske mlekarne, Mlekarna Plani-
ka, Kobarid, Agroind Vipava, Kranj KGZ and Kele & 
Kele Logatec. Since the last three Cooperatives are 
engaged in other activities, they are not taken into 
consideration in this research.
 According to Statistical Office of the Republic 
of Slovenia, the quantity of milk collected in Slove-
nia decreased by more than 1 % in 2009 in compari-
son with 2008. Almost 517,000 tonnes of milk were 
collected (cca 80 % of total production), of which 
almost 356,000 tonnes (or almost 2% less than in 
the previous year) by Slovenian dairies. Compared 
to the previous year, in 2009 production of all dairy 
products in Slovenian dairies has decreased. The 
production of drinking milk has decreased by more 
than 8 %. Despite that fact, milk production in Slov-
enia has been constantly exceeding domestic con-
sumption. Self-sufficiency in recent years is around 
114 % (Ministry of Agriculture, Forestry and Food 
of Slovenia). Number of dairy cows has been almost 
stable counting around 125,000. Dairy cow’s yield 
in EU 25 is 6,000 thousand kg per head per year. 
In Slovenia it is slightly above the EU 25 average. 
During one decade (1997-2007) the milk yield in 
Slovenia has increased by more than 50 % (Milk and 
milk products in the European Union, 2006; Kuhar 
et al., 2009).
 In Slovenia, sources of funding (cost of money) 
are the cheapest compared to those in Croatia and 
Serbia, mostly because of the higher rate of coun-
try risk in the latter. According to the data from the 
Annual Report of Ljubljanske mlekarne for the year 
2008, interest rates on term loans ranged from 2.52 
% to 5.68 %, while the average rate in 2009 dropped 
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to just 2.08 %. At the same time, Mlekarna Celeia 
paid EURIBOR (Euro Interbank Offer Rate) + 1.25 
% p.a. to 1.7 % p.a.. The average weighted interest 
rate on short-term loans for Ljubljanske mlekarne in 
2008 was 5.69 % and 4.73 % in the following year, 
compared to Mlekarna Celeia, which paid from 5.8 
% p.a. to 6.75 % p.a. (2008) and EURIBOR + 1.10 
% p.a. to 2 % p.a. in 2009.
 
Dairy industry in Croatia
 In Croatia, there are forty dairies currently ac-
tive. Dukat is the biggest buyer of milk in the coun-
try, with a market share of 42 % (of total 675 million 
kg in 2009 (Jakopović, 2010)). With 35 %, it holds 
a leading position in the market of dairy products 
in Croatia, and is quite strong in Bosnia-Herzegovi-
na (26 %) and Serbia (10 %) as well. According to 
the criterion of total revenue, the Croatian market 
leader, Dukat, in total revenue of dairy industry has 
a share of 34 % in the dairy industry. Its share in the 
researched sample of the dairy companies in Croatia 
according to the operating result was 86 % in 2008 
and 66 % in 2009. And according to the net result 
the Dukat’s share within Croatian dairy industry was 
101 % in 2008 and 71 % in 2009. Since it employs 
40 % of total workforce of Croatian dairy industry, it 
can be concluded that its productivity is higher than 
industry average (Table 2).
 In May 2007, the last major change in the own-
ership structure of this company took place, when a 
French company Lactalis bought Dukat from Luka 
Rajic. There are several dairy companies from all 
over former Yugoslavia in the assets of Dukat, e.g. 
Sirela from Bjelovar. In 2003, Dukat bought Som-
boled from Sombor in Serbia, and invested a total 
of 26 million EUR in its production and business de-
velopment. Somboled is now the most modern dairy 
in entire southeast Europe. During 2007, Dukat also 
aquired dairies Inmer from Gradačac in Bosnia and 
the Ideal Bar from Bitola (Macedonia). Further-
more, in 2008, Dukat bought Karlovačka industrija 
mlijeka - KIM from the Croatian Privatization Fund 
and became its 91.46 % owner. 
 Vindija Varaždin and Meggle - Hrvatska Osijek 
are also among the biggest companies in the buy-out 
and processing of milk in Croatia. However, it has 
to be noted that Vindija also performs some other 
activities besides dairy industry (e.g. poultry, bever-
ages etc.).
 Besides the big five, there were also another 
eleven smaller dairy plants included into research. 
All these smaller dairies taken together reached total 
revenues in the amount of 20 million EUR in 2009, 
which is less than 10 % of the revenues of the mar-
ket leader. 
 There have also been changes in the milk pro-
duction. According to the Croatian Agricultural 
Agency, the number of dairy cows has been almost 
stable (ranging from 233,954 in the year 2003 to 
226,000 in 2009). But average milk production per 
cow increased from 2,784 kg in 2003 to 3,873 kg. 
Moreover, in the same period, number of milk pro-
ducers declined from 58,815 to 23,630. The most 
important is the fact that the share of higher quality 
milk (EU milk standards) increased form 22.7 % in 
2003, to 79.9 % in 2009 (Jakopović, 2010). Self-
sufficiency increased to 95 % in 2009 (Kovačić and 
Mesić, 2009).
 Research that has been made considering farm-
ing in Croatia (Möllers et al., 2009) showed that, 
compared to Slovenian dairy farmers, Croatian milk 
producer use feed, especially feed concentrates, in 
an inefficient way. Research emphasises the impor-
tance of the improvements by investing in better 
breeds and cowsheds, and improvements needed for 
reaching EU hygiene standards in the coming years. 
 
Dairy industry in Serbia
 According to the Serbian Chamber of Econo-
my survey (ICP, 2010), annual milk consumption in 
Serbia is merely 200 litres per person, compared to 
approximately 300 in Slovenia, 200 in Croatia, 900 
in Denmark, 400 in Sweden, and more than 300 in 
Finland, Ireland and Holland. In the consumption 
structure, raw milk dominates with more than 50 %, 
and not dairy products. Consumption of such prod-
ucts as butter, cheese and yoghurt in the developed 
countries reaches up to 80 %. 
 In Serbia, there are more than 200 dairies, with 
average capacity usage up to 60 %. Big dairies own 
90 % of total capacity, medium sized 6 %, whereas 
small dairy companies only have 4 % of total capac-
ity (Vlada Republike Srbije, 2010). From more than 
200 registered dairies, only 123 are active. That 
most probably means that others operate in grey 
economy - nonregistered analytical zone.
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 From annual milk production in the EU, 93 
% is bought by dairy industry. In Serbia, this figure 
reaches 60 % (825 tonnes). Big dairies in Serbia buy 
out around 1.3 million litres daily, or 61 % from total 
buy out (Vlada Republike Srbije, 2010).
 Market leader is the one having a dominant po-
sition. Furthermore, the owner of the market leader, 
Danube Foods Group, also owns Novosadska Mleka-
ra (which was incorporated into Imlek) and Mlekara 
Subotica. Danube Foods Group is not only the big-
gest company but also the only one which buys out 
milk on the whole Serbian territory. Research made 
in 2008 (Petković, 2008) proved that Serbian mar-
ket is a highly concentrated one. Herfindahl-Hirsh-
man’s index, which is a commonly accepted measure 
of market concentration (calculated by squaring the 
market share of each firm competing in a market, 
and then summing the resulting numbers), reaches a 
value more then 2,200. In January 2011, the Serbian 
Commission for Protection of Competition charged 
a 306 million RSD (Serbian Dinars) fine to Dan-
ube Foods Group (Imlek and Mlekara Subotica) for 
abusing the dominant market position. Other dairy 
companies are active mainly on local markets. Ac-
cording to the criteria operating result, net result 
and total revenue the Serbian market leader, Imlek, 
has share of up to 50 %. Because it employs a lower 
share of employees (35 %) within the dairy indus-
try in Serbia, one can say that their productivity is 
higher (Table 2).
 Despite the fact, that yield per milking cow in 
Serbia in period from 1976 to 2007 has increased for 
86 % (Stevanović, 2009), it is still 18 % lower than 
the world average and 50 % lower than the European 
average.
 In Serbia, there are on average 0.34 head of cat-
tle per hectare of arable land, compared to the 2.2 
cows per hectare of arable land in the EU. In the 
creation of Serbian GDP, agriculture accounts live-
stock is 30.5 %, while in the developed countries 
this share reaches 60 %. Number of dairy cows in 
Serbia fell from 938,000 in the year 1989 to just 
585,000 in 2009. To maintain its dairy sector and 
allow for the prosperity of dairy farmers, the output 
per unit of land and labour must considerably grow, 
not only in Serbia but in Croatia as well. 
Results
Profitability and Indebtedness of Slovenian dairies
 Analysis of dairy plants in Slovenia indicates 
that dairy industry in Slovenia is not an especially 
attractive activity. 
 Because they were not prepared well, in four 
years after joining EU (2004-2007), profitability, 
measured by Return on equity (ROE) - indicating 
how well equity capital was invested, of Slovenian 
dairy plants was very poor (Chart 1). The accumu-
lated four year loss was 35 mil. EUR. At the same 
time, the number of employees dropped for 20 %. 
Fig. 1. ROE of the Slovenian Dairy Industry
Source: authors’ calculations
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The situation has been compared with the situation 
when the Former Yugoslavia split. However, the 
difference this time was that the government did 
not mitigate the negative influence. (Annual report 
Ljubljanske mlekarne, 2006). After Slovenia joined 
the EU, Slovenian dairy plants were faced with 
the competition from EU dairies in milk collection 
(buy-out). Slovenian farmers made agreements with 
foreign dairies, mostly Italian. According to Slov-
enian Ministry of Agriculture, Forestry and Food, 
13.5 thousand tonnes per month were sold to Italy 
in 2008 and 2009. Over the whole year 2008 (and 
2009) just over 160 thousand tonnes of raw milk 
was sold to non-Slovenian dairies, which represent-
ed 31 % of the total quantity of milk collected from 
farmers in 2008 and 2009. This has strongly affected 
the profitability of Slovenian dairy industry.
 In 2008, return on assets ROA, as a key ratio of 
profitability, indicating how efficiently a company’s 
assets are employed, was 4.84, which decreased to 
only 0.84 in 2009. One can notice that the small-
est dairy, which employs the least personnel (47 
employees in 2009), achieves only satisfactory 
profitability and is in a position to use the positive 
effect of financial leverage. In 2009, a decline could 
be seen in the profitability of the companies in the 
sample. The only exception is Mlekarna Celeia which 
managed to escape the zone of loss. This in turn cre-
ated an illusion that there was an improvement in 
profitability of other big companies in the sample, 
whereas really their profitability has remained un-
satisfactory. A leading company suffered the largest 
decline in ROA in 2009. Its return on equity ROE 
was also relatively high (10.26 in 2009). This cannot 
be attributed to the effect of financial leverage, but 
primarily to the high financial revenues of the leading 
company (market leader). Among Slovenian dairies, 
only Mlekarna Celeia in 2008 had a loss of 0.6 million 
EUR.
 A look at the indebtedness of all dairy companies 
in the research sample in Slovenia in the observed 
period shows that its degree is decreasing. Average 
financial leverage, measured by debt to capital ratio, 
improved from 1.66 in 2008 to 1.26 in 2009. This 
is important because a company with high debt-to-
capital ratios, compared to a general or industry av-
erage may show weak financial strength because the 
cost of these debts may weigh on the company and 
increase its default risk. One sees that the market 
leader has the lowest debt ratio. While debt to capital 
ratio of the company leaders was 0.99 in 2009, the 
other companies’ charge a minimum ratio was 1.81. 
It is noticed that the standard deviation was the low-
est in a sample of Slovenian dairy plants. In 2009, the 
most strongly indebted dairy company’s debt to capi-
tal ratio was 2.4, whereas its financial position can be 
estimated as “reasonable” given the high ROA.
 
Profitability and Indebtedness of Croatian dairies
 At first glance, the average profitability of the 
economy (measured by return on assets) of big and 
medium-sized dairies in Croatia during the reporting 
period can be estimated as satisfactory (6.45 in 2008 
and 7.31 in 2009). However, a deeper analysis sug-
gests that the dairy industry in Croatia is not a prof-
itable activity. Specifically, this is a highly profitable 
business only for the market leader company that 
achieved ROA of 15.43 in 2008 and 13.52 in 2009; 
and ROE of 21.76 in 2008 and 17.54 in 2009. Other 
companies’ ROA was 1.42 in 2008 and 3.86 in 2009. 
One of the five big dairies operated with a loss in 
2008, which led to low profitability of the whole 
observed sample. A tendency of a declining profit-
ability of the leading company and rising  profitabil-
ity of other large dairies could be noticed, although 
the yield of the leader companies remain extremely 
high, while the yield of other big dairy companies 
is still relatively low. Analysis of the profitability of 
medium-sized dairy shows that dairy companies, 
included in the research, concluded the years 2008 
and 2009 with a loss. A tendency noticed can be to 
reduce the loss, but the situation is by no means en-
couraging because the dairy industry in the observed 
sample achieved not only a negative net financial re-
sult, but also negative operating result in 2009. It is 
the result of increasing participation obligations in 
2009, probably as a consequence of the loss in 2008.
 In the observed period, the profitability of own 
capital exceeded the profitability of the economy as 
a whole. But, similar to the situation in Serbia, in 
Croatia a higher ROE cannot be attributed to the 
effects of financial leverage, because some dairies 
enjoyed significant financial income which led to the 
fact that net income was higher than operating in-
come.
 In Croatia, the three companies in the sample 
made a loss in 2008 (KIM dairy concluded the year 
with a loss of 3 mln EUR, Mljekara Staro Petrovo 
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Selo 1.5 mln EUR and MILS Split 0.5 mln EUR.). 
Two out of the mentioned three also concluded the 
year 2009 with a loss (MILS Split - 1.2 mln EUR and 
Mljekara Staro Petrovo selo - 1 mln EUR). Market 
leader Dukat has the best performance in sense of 
ROE and ROA indicator. In 2008, the whole amount 
of net result - profit, of the observed sample, was 
contributed by the market leader.
 In the observed period, the level of indebted-
ness of large dairy producers in Croatia decreased. 
From 1.55 in 2008 their debt to capital ratio im-
proved to 1.30 in 2009. Market leader had a lower 
share of debt in equity (0.99) than other large dairy 
companies (2.07) in 2008. In 2009, a tendency was 
seen to reduce the level of indebtedness of the mar-
ket leader and other big dairies. Medium-sized dairy 
companies have far less favourable capital structure 
then the big dairies and tend to further increase the 
level of indebtedness (1.67 in 2008 and 2.7 in 2009). 
Large standard deviation indicates that unfavourable 
capital structure of companies in the sample is prob-
ably a consequence of inadequate capital structure 
and loss of some companies in the sample.
Profitability and Indebtedness of Serbian dairies
 Profitability analysis of big and medium-sized 
dairies indicates that the dairy industry in Serbia is a 
highly profitable activity. Comparative analysis of the 
companies from dairy industry and companies that 
compose BELEX15 (index of most liquid shares on 
Belgrade Stock Exchange) and BELEXline (bench-
mark index on Belgrade Stock Exchange) index in-
dicates that the dairy industry is in better shape than 
the Serbian economy in general. Investments to total 
asset ratio in dairy industry in 2008 and 2009 were 
higher then the same indicator for companies in BE-
LEX15 (Pavlović et al., 2011). Big dairies achieved 
high levels of profitability, measured by the return 
on assets ratio in 2008 already (9.70 %), which even 
increased in 2009 (to 11.33 %) despite the crisis in 
Serbia, which further escalated in 2009. If market 
leader is excluded from the analysis, the profitability 
of the economy in 2009 is even more impressive with 
11.53 %. It is interesting that in 2009, despite grow-
ing economic profitability (ROA), ROE indicator de-
clined - from 12.36 to 9.58. One sees that the market 
leader was less profitable than the average return of 
other big dairies. ROE of other dairy companies in the 
sample was 16.07 in 2008 and 10 in 2009. Market 
leader’s ROE amounted to 9.99 in 2008 and 9.29 in 
2009. ROA of other dairy plants in the sample was 
11.10 in 2008 and 11.53 in 2009, while the ROA of 
the leaders was 8.67 in 2008 and 11.19 in 2009. From 
all the 16 observed dairy plants, only one dairy plant 
made a loss in 2008.
 Surprisingly, the profitability of the medium-
sized dairy industry was significantly higher than the 
one achieved by big dairies. Furthermore, while big 
dairies, including the market leader, recorded a de-
crease of ROE in 2009, medium sized dairy compa-
nies’ ROE increased to 6.72, and achieved an average 
ROE of 18.41 in 2009. A correlation between ROA 
and the number of employees can also be noticed. In 
2008 and 2009, four dairies with the highest ROA 
employed up to 125 employees each. As a conse-
quence of high profitability of dairy industry in Serbia, 
the dairies have also invested significantly. In the year 
2009, 25 dairy plants invested a total of 2.02 billion 
RSD, which is just slightly less than in 2008 (2.07 bil-
lion RSD). This is in sharp contrast with the amounts 
invested by the companies included in BELEX15 in-
dex; these have namely invested 3.15 billion RSD in 
2008 and 2.30 billion RSD the following year. 
Table 1. Business Efficiency (Operating income / operating expenses)
 
 
Industry Market leader  
Industry without 
Market leader
Market leader -  
consolidated data
2008 2009 2008 2009 2008 2009 2008 2009
Slovenia 1.030 1.027 1.041 1.031 1.013 1.021 1.026 1.039
Croatia 1.046 1.057 1.122 1.118 1.010 1.028 1.107 1.109
CRO/SLO 2 % 3 % 7 % 8 % 0 % 1 % 7 % 6 %
Serbia 1.086 1.111 1.081 1.125 1.091 1.099 1.042 1.103
SRB/CRO 4 % 5 % -4 % 1 % 7 % 6 % -6 % -1 %
SRB/SLO 5 % 8 % 4 % 9 % 8 % 8 % 2 % 6 %
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 In order to really comprehend the relative size 
of this in the dairy industry, it has to be pointed 
out that the value of total assets in 2009 was 31.59 
billion RSD, while the value of the total assets 
of companies included in BELEX15 totalled to 
100.16 billion RSD. High investments are affected 
to a greater extent on the deformation of ROA in 
the year when the investments are done, or will 
result in a reduced comparability of ROA. Since 
there was no capital increase and investments were 
mostly financed with debt, there has been a signifi-
cant increase in property values, while the effects 
of investment were not shown (fully) in the year of 
its realization.
 The relationship between ROA and ROE can-
not be significantly attributed to the level of indebt-
edness, the average interest rate, or to the results 
of investments. Some small number of dairy plants 
realized higher net income than operating income, 
primarily as a result of significant financial income. 
In Serbia, in the observed period the level of indebt-
edness of big dairies decreased. Their debt to capital 
ratio improved from 0.81 in 2008 to 0.75 in 2009. 
Generally speaking, one can notice that the biggest 
and smallest companies from the sample (with the 
exception of Šabačke mlekare and Mlekara Valetta) 
have the lowest share of debt financing. The biggest 
dairy companies among those categorized as medi-
um-sized companies are also indebted companies. 
They create an illusion that medium-sized dairies 
have greater participation of debt then big dairies 
(1.73 in 2008 and 1.38 in 2009). In 2009 a general 
downward trend in the level of indebtedness was 
followed by reduced standard deviation of indebt-
edness.
 Business efficiency measured by operating rev-
enue to operating expenses ratio (Table 1) shows 
that Serbian dairy industry operates with a better 
mix of lower cost and higher prices, compared to 
the Croatian and Slovenian ones. It has the highest 
values of operating income to operating expenses 
ratio. This was also confirmed in Serbian National 
Argicultural Programme 2009-2011 (Nacionalni 
program poljoprivrede Srbije 2009-2011.) by the 
fact that the prices of milk buy-out in Serbia are the 
lowest in the whole region, and retail prices are the 
highest in the region. In 2008, Serbian dairies out-
performed Croatian for 4 % and Slovenian for 5 %. 
The following year, this difference was even higher; 
Serbian dairies namely outperformed Croatian for 
5 % and Slovenian for 8 %. It is interesting that Ser-
bian market leader outperformed the Slovenian 
one in that same period (4 % and 9 % in 2008 and 
2009), however it did not beat the Croatian market 
leader (-4 % and 1 % respectively). Business effi-
ciency of dairy industry without market leader in 
Slovenia and Croatia was almost the same in both 
tested years. However, both were outperformed by 
Serbian dairy industry without market leader for 
8 % in 2008 and 2009 as well. According to the 
consolidated financial data, Croatian Market leader 
outperformed both Serbian and Slovenian Market 
leader.
 Results of the analysis should be taken with 
caution, because the analysis is based on financial 
statements, and financial statements often do not 
provide a fair and true image due to the potential 
accounting manipulations. The evidence shows that 
accounting manipulations are very common praxis 
in Croatia, especially in area of depreciation policy, 
write-off of accounts receivable, asset impairments 
and long-term investments in financial instruments 
(Aljinović Barać and Klepo, 2006). Surveys in 
Serbia and Slovenia, according to our knowledge, 
were not done. But it is a reasonable assumption that 
the situation does not differ significantly in compari-
son with the Croatia.
 Creative accounting practice has shaken confi-
dence in the financial reports in the most developed 
country in the world-USA, which has resulted in 
change of regulations in the U.S. and the EU. “Crea-
tive accounting; is at the root of a number of ac-
counting scandals, and many proposals for account-
ing reform - usually centring on an updated analysis 
of capital and factors of production that would cor-
rectly reflect how value is added. Newspaper and 
television journalists have hypothesized that the 
stock market downturn of 2002 was precipitated by 
reports of accounting irregularities at Enron, World-
com and other firms in the United States” (Ghosh, 
2010). These scandals, which cost investors billions 
of dollars when the share prices of affected compa-
nies collapsed, shook public confidence in the na-
tion’s securities markets. The Sarbanes&Oxley Act 
of 2002 was a reaction to a number of major corpo-
rate and accounting scandals including those affect-
ing Enron, Tyco International, Adelphia, Peregrine 
Systems and WorldCom.
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The Perspective of the Dairy 
Industry in Slovenia, Croatia  
and Serbia
 The perspective of the dairy 
industry in Slovenia, Croatia and 
Serbia is connected to their stage 
in the path to European integra-
tion. 
 The EU dairy policy, with 
which the EU member states must 
comply, dates from the 1960s. 
It helps to create stable market 
conditions for EU dairy produc-
ers and processors. The policy has 
been continuously updated and is 
increasingly targeted at encour-
aging producers to be more mar-
ket-oriented. It operates in three 
areas: internal market support, us-
ing trade instruments and making 
direct payments to farmers (Milk 
and milk products in the Euro-
pean Union), all of which have an 
influence on the dairy industry.
 The EU dairy regime has un-
dergone many changes since its be-
ginning; most significant of these 
were introduction of milk quotas 
in 1984 and the 2003 and Com-
mon Agricultural Policy (CAP) re-
form. The dairy sector is now set 
to become more market-oriented. 
In practical terms, support prices 
are being reduced, market inter-
vention is scaled back, and export 
subsidies are going down. These 
policies influence the business 
environment the dairy companies 
operate in. 
 The milk quota regime was 
established in order to bring sta-
bility to the EU dairy sector and 
the regime has been extended to 
31 March 2015. Total milk quo-
tas for EU-25 was 137,340,928 
tonnes, for 10 new Member States 
18,327,895 tonnes (Milk and milk 
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  However, as research show (Grbić et al., 
2010), quota system has proven to be inefficient in 
terms of production costs reduction. The increase of 
production costs has been manifested in stagnation 
of exports and higher prices of milk and dairy prod-
ucts. There are indications that the quota system will 
be abandoned in 2015. The system is strongly sup-
ported by EDA (The European Dairy Association), 
EMB (European Milk Board), CPE (European peas-
ant coordination) and EFS (The European Platform 
on Food Soverignity). On the other hand, it is opposed 
by COCERAL (Comité du Commerce des céréales, 
aliments du bétail, oléagineux, huile d’olive, huiles et 
graisses et agrofournitures).
 According to the Eurostat data, in 2009 as in 
2008 six EU states (Germany, France, United King-
dom, Netherlands, Italy and Poland) together contrib-
uted more than 70 % of the cows’ milk collected in 
the EU. Milk collection and processing activities are 
more or less concentrated in the hands of a few large 
enterprises. This is evident in the most specialised ac-
tivities like milk powder production requiring heavy 
investment. As the first among the selected countries, 
Slovenia finished negotiations and entered the EU in 
2004. By joining the EU, Croatia and Serbia will take 
over entirely common EU agricultural policy (CAP). 
Regarding dairy industry the important chapters in ne-
gotiations are Chapter 11 - Agriculture and rural de-
velopment and Chapter 12 - Food Safety, Veterinary & 
phytosanitary Policy. The agricultural sector and food 
processing chain are core issues within the negotiation 
process. Taking into account the Slovenian experience, 
it is to be expected that accession to the EU will also 
heavily influence the operating conditions and the 
profitability of the Serbian and Croatian dairy indus-
try. 
 Croatia has finished the negotiations with the EU 
for the accession. It is estimated that Croatia will en-
ter the EU on July 1st 2013. Croatia started this long 
process in 2001 with signing the Stabilization and As-
sociation Agreement with the EU and the EU member 
states. Croatia opened Chapter 11 and Chapter 12 on 
October 2nd 2009. Negotiations regarding Chapter 11 
were closed on 19 April 2011 and for Chapter 12 on 
27 July 2010. Among others, milk quota for Croatia 
has been defined at 750,000 tonnes and the level of 
state aid was agreed. Quota system will definitely have 
some influence on Croatian dairy industry due to its 
near entry into the EU. 
 On 29th April 2008, the EU and Serbia signed 
the Stabilisation and Association Agreement. EU 
member states decide to start the ratification proc-
ess of the SAA on 14th June 2010. Becoming the 
EU candidate country, Serbia will start the same 
process as Slovenia finished and Croatia is finish-
ing and will be faced with similar challenges. That 
means to present its implementation plan for the 
establishment of an Integrated Administration and 
Control System (IACS), Land Parcel identifica-
tion system (LPIS), and the setting up of a Paying 
Agency; present an implementation plan in order to 
be fully prepared for the application of the single 
Common Market Regulation in the areas of Sugar, 
Fruits & Vegetables and Milk, and demonstrate suf-
ficient progress towards the setting up of the Single 
Common Market Organisation. All that is needed 
in order to fully implement the CAP by the day of 
accession. It is possible that the quota system will be 
abandoned by the time Serbia become the member 
of the EU. However, it can be expected that some 
other regulations in this field will be implemented, 
because CAP is one of the main EU issues.
 Beside the EU legislation, there is the possibil-
ity that dairy companies in Croatia and Serbia will 
be faced with the competition from EU dairies in 
milk collection (buy-out) after joining EU as Slov-
enian dairy companies have been. 
 If the same will also happen in Croatia and Ser-
bia, depends on the average size of milk farms and 
on price differences of raw milk. Small farms are 
not interesting to the foreign dairies as suppliers. For 
example, in Serbia only 9 % of the total milk pro-
duction was produced on big farms (Popović and 
Knežević, 2010). In Croatia 43.36 % of the total 
milk production was produced on farms capacity 
more than 100,000 kg in 2009 (Jakopović, 2010). 
The differences in milk prices in mentioned coun-
tries and the price level convergence process within 
the European economic area are also significant. In 
EU it is 0.34 €/L; in Croatia 0.43 €/L and in Serbia 
0.23 €/L. Milk production in Serbia receives state aid 
in amount of 0,014 €, and in Croatia in the amount 
of 0.14 €, which is 10 times more than the Serbian 
counterparts. (Budimović and Gagić, 2010).
 With the EU accession, established relations be-
tween farmers and the dairy industry are changing. 
Depending on the current relations, pace and inten-
sity of this change will depend also on the effects of 
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the EU accession for the dairy industry. In any case, 
it can be expected that the move closer to the EU 
will increase the formal milk market, and that will 
be advance for milk production on farms. The only 
question that remains is the intensity of the advance-
ment. The lower level of the milk production means 
that lower or less negative effects on dairy industry 
in the short term can be expected. More favourable 
conditions for development of the farms (and this 
also depends on the active state policies such as sub-
sidies and soft loans) will quickly find dairy industry 
at a disadvantage. Since the individual producers of 
the milk are most developed in Slovenia, or in other 
words, they are in the most favourable position (and 
the most supported by the state), the negative ef-
fects have been seen there immediately. In Serbia, 
probably the worst conditions and negative effects 
on dairy industry will not occur quickly, but they 
should still be expected.
 However, the adoption of EU standards will not 
be sufficient to maintain and increase competitive-
ness and profitability. It is important to follow the 
world trends. The leading world dairy companies 
(The Top 10 Dairy Companies) are focussing innova-
tion on organic and functional dairy. Other latest de-
velopments have included products that are low fat, 
contain natural ingredients and have no preservatives. 
 It can be assumed that the number of dairies 
will decrease, especially in Serbia, due to inability 
to conform to the EU standards (Budimović and 
Gagić, 2010) that will increase the market share for 
big and small dairies. In Croatia, some of the small 
dairies are already bankrupt (E.P. Mljekara d.o.o, 
Istarska mljekara, Mljekara Staro Petrovo Selo...). 
Support of the government for the transition period 
and investment process to adopt EU standards is 
very important.
Conclusion
 Looking at the data in the Tables 2, 3 and 4, 
especially the profitability and market share as the 
most important indicators of competitiveness, it 
can be concluded that the leading companies have 
a dominant influence in all three compared ex Yu-
goslavian countries. Moreover, consolidated data 
suggest that market leaders are regional players that 
greatly exceed national boundaries.
 It has been shown that the dairy industry as a 
whole (large and medium companies together) is a 
highly profitable activity only in Serbia, whereas in 
Croatia, only a market leader achieved a satisfactory 
rate of profitability (ROA). In Serbia, the market 
leader recorded a lower profit rate than the average 
of other companies included in the research. On the 
contrary, in Slovenia the highest ROA was achieved 
by the smallest companies, while most other compa-
nies reached a maximum ROA of 4 in 2009. Exclud-
ing the market leader, it is evident that dairy indus-
try in Croatia and Slovenia is not nearly as profitable 
as in Serbia. In addition, the average profitability of 
the economy (measured by ROA) of dairy industry 
declined in 2009 in both Croatia and Slovenia, while 
in Serbia has increased.
 The data from the consolidated financial state-
ments of the market leaders also show an interesting 
picture. While in Slovenia and Croatia the leading 
company shows a higher level of ROA (or similar in 
2008) according to the consolidated data than based 
on individual financial statements, in Serbia the sto-
ry is just the opposite: ROA of the market leader 
based on the consolidated data was lower than based 
on nonconsolidated data. Moreover, it was also low-
er than average of the entire dairy industry. Despite 
comparatively worse macroeconomic conditions of 
business environment in Serbia (with higher infla-
tion rate, relatively small GDP growth and low level 
of economic freedom) than in Croatia and Slovenia, 
the dairy industry in Serbia is more profitable.
 This profitability of the dairy industry is a con-
sequence of natural monopoly arising from the fact 
that the most dairy products are consumed in the 
region where they are produced. In Serbia market 
leader is in real monopoly position. According to the 
common sense logic, other dairies should be “stran-
gled” by the monopoly of the market leader and 
not profitable. However, other diaries in Serbia are 
more profitable than the market leader. The reason 
behind their profitability is in high prices of dairy 
products (in some cases very close to the EU level), 
lower production costs (Table 1) (e.i. high margins) 
and lack of EU legislative regulating competition and 
free market. 
 Nevertheless, the Serbian and Croatian dairy 
industry will be challenged with the country’s ap-
proach towards the EU, with EU standards applica-
ble as well as larger EU-wide “national” market. EU 
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accession, but also WTO regulations, prevents the 
country to ban imports and stimulate exports, and 
stimulate reduction tariff protection. The Slovenian 
dairy industry, on the other hand, has already gone 
through this process.
 Therefore, for the perspective of the dairy in-
dustry, investments, restructuring process and fol-
lowing the world trends are the most important 
factors to maintain and increase competitiveness 
and profitability, facing the EU membership status. 
These factors will strongly affect profitability of Ser-
bian and Croatian dairy industry, as it did it in Slov-
enia. 
 The above mentioned threat could be one of 
the reasons that have been recognized by the Dan-
ube Foods Group as well. They have announced that 
they are selling their investment in Serbia in 2012.
Profitabilnost mljekarske industrije 
u Sloveniji, Hrvatskoj i Srbiji
Sažetak
 Status u postupku pridruživanja EU snažno 
utječe na profitabilnost mljekarske industrije. S jed-
ne se strane približavanjem EU mijenjaju i uspostav-
ljeni odnosi između farmera i mljekarske industrije, 
dok se s druge strane i sama mljekarska industrija 
izlaže inozemnoj konkurenciji. O trenutnim odnosi-
ma tempa i intenziteta promjena ovisit će i efekti 
pristupanja Europskoj uniji na mljekarsku industriju. 
Mljekarska industrija u Srbiji suočit će se s istim iza-
zovima s kojima se slovenska mljekarska industrija 
suočila prilikom ulaska Slovenije u EU, dok se hrvat-
ska suočava već sada. Mljekarska industrija u Srbiji 
profitabilnija je negoli ona u Hrvatskoj i Sloveniji, 
unatoč komparativno slabijem poslovnom okruže-
nju. Profitabilnost mljekarske industrije u Srbiji po-
sljedica je visokih cijena, niskih proizvodnih troškova 
i nedostatka EU zakonodavstva glede konkurencije i 
slobodnog tržišta. U sve tri promatrane države domi-
nantan je utjecaj tržišnog lidera. Konsolidirani podaci 
ukazuju da su tržišni lideri regionalni igrači čiji značaj 
nadilazi nacionalne okvire. 
 Ključne riječi: mljekarska industrija, analiza      
                profitabilnosti, komparativna analiza,  
                pridruživanje EU
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